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Institute Elects Members 


Pursuant to the recommendation of the 
board of examiners and the vote of the 
council, the president of the Institute has 
declared the following applicants elected 
as of February 1, 1928: 


Advanced to Membership: 


Robert A. Bryant, Chicago 

William J. P. Moonan, Cleveland 

Clarence W. Scott, Providence 

Robert F. Smart, Chicago 
Admitted as Members: 


George H. Adams, Charlotte 

Earl G. Ainslie, Houston 

Carl F. Bauman, New York 

Charles E. Baxter, Providence 

John W. Burrows, San Francisco 

William J. Christian, Birmingham 

Clarence J. Farris, Memphis 

Milton T. Howard, New York 

Elton C. Loucks, Omaha 

John B. McCabe, Wilmington, N. C. 

Paul W. Murdock, St. Louis 

Orion M. Perrenot, Chicago 

Knox B. Phagan, New York 

Jay A. Phillips, Houston 

J. Edward Schierloh, Hackensack, N. J. 

Marshall M. Thomas, New York 

Robert F. Tillison, New York 

Luther K. Watkins, Buffalo, N. Y. 

Bernard C. Wolcott, Binghamton, N. Y. 
Admitted as Associates: 


Thomas G. Brady, Chicago 

Wright T. Dixon, Raleigh 

Samuel Fanger, Boston 

Doras S. Jeppson, Honolulu, T. H. 
Albert E. Jordan, San Francisco 
Worcester Putnam, St. Petersburg, Fla. 
William D. Shay, New York 

Carleton M. Tower, Chicago 


Institute Examinations 


The board of examiners of the Institute 
has decided that the spring examinations of 


the American Institute of Accountants shall 
be held May 17 and 18, 1928. Examina- 
tions will be conducted in New York and 
in other cities according to the convenience 
of applicants. 


President Attends Meeting at Los 
Angeles 


John R. Ruckstell, the president of the 
American Institute of Accountants, was the 
guest of honor at a meeting of the Los 
Angeles chapter of the California State 
Society of Certified Public Accountants, 
January 9, 1928. About seventy-five ac- 
countants were present at the meeting, 
which was held in the Masonic club. The 
chapter had courteously issued invitations 
to all practising accountants in the vicinity 
to attend, whether they were members of 
the chapter or not. 

Mr. Ruckstell’s message emphasized the 
desirability of advancing the interests of the 
accountancy profession through organized 
effort. In the course of his remarks he 
urged a larger membership and increased 
interest in chapter, in state society and in 
the American Institute of Accountants, in- 
dicating that in the Institute is to be found 
an organization of national objectives, free 
from political influence under local environ- 
ment and therefore not affected by such 
political manipulation as from time to time 
has injured professional accountants in the 
different states or state legislatures. A 
summarized outline was given of the various 
major activities of the American Institute 
of Accountants, indicating helpful, har- 
monious, consistent and substantial co- 
operation with the various state societies. 
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At the conclusion of the president’s address, 
I. Graham Pattinson, responding to the 
chairman’s invitation to discuss the address, 
affirmed what the president had said and 
further urged the codperation of those pres- 
ent to strengthen the Institute. Brief re- 
marks by other speakers concluded the 
proceedings. 


1927 Year-book 


The year-book of the American Institute 
of Accountants for 1927 was mailed to mem- 
bers and associates on December 16th. 
Extra copies of the book are on sale at a 
price of $1.65 delivered in the United States 
and Canada. ‘The year-book contains lists 
of officers, members of council and com- 
mittees; the names of members and asso- 
ciates; report of the proceedings of the 
annual meeting of the Institute at Del 
Monte in September, 1927; reports of the 
officers, council and committees; members 
of state boards of accountancy, and by-laws 
and rules of professional conduct of the 
Institute. The book contains 203 pages. 

Members or associates who have not 
received copies of the year-book should 
notify the Institute immediately. It is 
requested that any errors which may be 
found be reported so that the Institute 
records may be corrected. 


T. H. Winter 


T. H. Winter, a member of the American 
Institute of Accountants and a C. P. A. of 
Florida, died November 27, 1927. Mr. 
Winter had been a member of the Institute 
since 1916, and prior to that time was a 
member of the American Association of 
Public Accountants, the Institute’s prede- 
cessor. He had been practising on his own 
account in Jacksonville, Florida. 


Income-tax Blanks 


The following letter has been received 
from the treasury department in response 
to an inquiry made by the Institute at the 
instance of a member, with reference to the 
difficulty experienced by accountants in 
obtaining a sufficient number of blank 
income-tax forms for use in preparing the 
returns of clients: 

January 20, 1928 
Dear Sir: 


Receipt is acknowledged of your letter of January 
10, 1928, with reference to the insufficient number 
of income-tax blanks which are available for the use 
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of accountants through the offices of Collectors of 
Internal Revenue. 

In reply you are informed that the Bureau’s 
policy is not to furnish accountants and others con- 
cerned with supplies of blank forms direct from 
Washington. The distribution of all internal- 
revenue forms has been placed for several years in 
the hands of the Collectors. The Bureau is con- 
vinced that these field officers are in a far better 
position to satisfactorily cater to the needs of tax- 
payers in their respective districts than is the 
Bureau in Washington. You cite the complaint of 
an accountant located in Minneapolis, Minn., who 
last year was unable to secure all the income-tax 
forms he required. There should have been no 
scarcity of forms in the Minnesota District last 
year, as the Department here had a sufficient supply 
at all times to meet the requests of Collectors of 
Internal Revenue, and as these forms are always 
shipped by mail there is little likelihood that any 
serious delay could occur in replenishing the stock 
in Collectors’ offices. Mr. Willcuts, the Collector 
at St. Paul, is one of the most efficient field officers 
of the Internal Revenue Service. The Bureau is of 
the opinion that if your member did not secure the 
service he required, and had taken up the matter 
with the Collector personally, he would have had 
no cause for complaint. 

In the distribution of blank forms, the Bureau is 
regularly referring to each Collector the requests 
which originate in his district. The department, 
therefore, suggests that whenever the members of 
your Institute are unable to secure sufficient forms 
through the regular channels of a Collector’s office, 
the matter be taken up personally with the Col- 
lector, presenting information that will be con- 
clusive to him as to the forms required. If this is 
done it is believed that your members will have no 
further trouble of this kind. 

Very respectfully, 
(Signed) C. R. Nasu, 
Assistant to the Commissioner 


Special Bulletin of Bureau of 
Information 


The committee on administration of en- 
dowment of the American Institute of 
Accountants has authorized the publication 
by the library and bureau of information of 
a special bulletin containing questions and 
answers obtained by the bureau during re- 
cent months. The current bulletin is the 
twenty-ninth of a series of similar publica- 
tions which have been issued at intervals 
for many years. The pamphlet contains 8 
pages and is devoted to the following 
subjects: appraisal of fixed assets, can- 
ning costs, contingent reserves, corpora- 
tion accounting, corporation finance, de- 
preciation of greenhouses, laundries cost 
accounting, participation mortgage bonds 
and New York franchise-tax bill. Copies of | 
the special bulletin are mailed with this 
Bulletin to all members and associates of the 
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American Institute of Accountants. Extra 
copies are available at a price of 10 cents 
each. 


New Supplement to ‘‘Accountants’ 
Index’”’ 


The library of the American Institute of 
Accountants is preparing a new supplement 
to the Accountants’ Index, including refer- 
ences to accounting literature published 
since the issuance of the first supplement in 
July, 1923, up to January, 1928. The new 
volume will probably be published next May. 


Bureau for Placements 


The latest report of the bureau for place- 
ments of the American Institute of Account- 
ants shows that 78 college graduates have 
been placed with public accounting firms 
through the bureau’s agency in a period of 
less than two years. ‘Three applicants were 
employed in January, 1928. Thirty-two 
applications are at present under investiga- 
tion by the bureau to determine whether 
they shall be approved or rejected. In all, 
524 applications have been received, of 
which 249 were rejected by the committee 
for placements as not conforming with the 
standard established by the bureau. One 
hundred and sixty-five applications are at 
present inactive for various reasons. 

Arrangements have been made for the 
personal appearance of representatives of 
the Institute at various colleges to explain 
to students the opportunities in accountancy 
as a career and the efforts of the bureau to 
assist college men to enter the profession. 
In January, C. Oliver Wellington addressed 
students at Tufts College and Northeastern 
University and A. P. Richardson spoke at 
Lafayette. Arrangements are in progress 
for visits to the University of Vermont, 
Middlebury College, Ursinus and Yale 
during March. 


Survey of Accountancy Legislation for 
New York 


Conclusions and recommendations for 
accountancy legislation, based upon a thor- 
ough and impartial survey of the whole 
question of legal regulation of the profession, 
are included in a report of the legislation 
survey committee of the New York State So- 
ciety of Certified Public Accountants, issued 
under date of January 14, 1928. The re- 
port, of course, is particularly applicable to 


New York, but its generalities may apply to 
any state. 

In October, 1927, the same committee 
issued a brief preliminary report stating its 
progress up to that time. This report was 
published in the November, 1927, Bulletin 
of the Institute. The latest report has been 
printed in pamphlet form by the state 
society. 

After an introductory statement of the 
impersonal and impartial attitude which 
the committee has attempted to adopt, the 
report outlines the problems involved in the 
consideration of accountancy legislation and 
reviews the measures which have been sug- 
gested to solve them. 

The difficulty under the present law of 
prosecuting and punishing public account- 
ants who issue false or misleading state- 
ments has been mentioned as one formidable 
question, according to the report. The con- 
tinued practice of public accountants who 
are obviously unqualified to render profes- 
sional services is given as another. The 
committee’s own attitude on these questions 
is revealed later in the report. There is also 
difficulty in the present situation because 
many of the most respected practitioners in 
the state are not certified public accountants 
of New York and, therefore, sign their 
reports above some other title than C. P. A. 
The interstate practice of accountancy 
makes it increasingly difficult to regulate it 
adequately and fairly by state laws. 

The report, in proceeding to discuss 
curative methods which have been proposed, 
first mentions the suggestion that the state 
board be given broad and arbitrary authority 
to determine in its own discretion who may 
be permitted to practise accountancy. The 
possibility of occasional injustice in such 
circumstances and of political pressure in- 
fluencing such an autocratic board is ad- 
vanced as argument against the idea, al- 
though it is made clear that these objections 
are not considered applicable to any plan 
based on examinations and educational 
qualifications, such as the one now in effect. 
However, it has been urged that injustice 
would be done to already established ac- 
countants by an innovation requiring them 
to prove themselves qualified by a new stand- 
ard, and the only alternative in creating 
new regulations would be a broad waiver 
clause. The report says that there is no 
serious support for a ‘‘wide-open’’ waiver to 
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all present practising accountants, but that 
there is sentiment in favor of a modified 
plan, whereby all accountants in practice at 
the passage of the law who thereafter con- 
tinued professional practice for a certain 
period of years might be granted certificates 
without examination or other educational 
qualifications. 

Attention is called to the fact that all 
plans proposed embody regulations of some 
kind by a state board. The so-called 
“two-class” legislation is referred to, under 
which both certified public accountants and 
public accountants would be subject to 
regulation and control by the authorities. 
The two-class plan might be constructed 
for permanency or it might be operated so 
as to abolish eventually all but certified 
public accountants, by discontinuing the 
issuance of further licences to uncertified 
public accountants after the law went into 
effect. 

The report points out that the several 
systems of regulation mentioned are all 
departures from the present situation, in 
which anyone may practise public account- 
ing, the only restriction being upon the use 
of the title ““C. P. A.” 

The committee reviews this general dis- 
cussion with a summary analysis of the 
various types of law suggested, most of 
which do not involve radical change in the 
present requirements as far as the C. P. A. 
certificate is concerned, although many of 
the plans do include innovations such as 
universal registration or provision for the 
issuance of certificates by waiver. 

As a result of this survey of the possible 
changes, the committee has agreed upon 
four basic conclusions: 

1. The need of new legislation is not as great as 
the danger of unwise legislation. 

2. There are many points in the present system 
which might be changed without new legislation, or 


at most, with only minor changes in the present 
law. 


3. There should be no general let-down in the 
present standards of the profession. 

4. Whatever legislation is recommended for New 
York state must be of a type that New York ac- 
countants would be glad to see adopted by other 
states. 

With these principles in mind the com- 
mittee has directed its attention to the two 
main points at issue: the possibilities of 
amending the existing law regarding certi- 
fied public accountants, and the question 
of restrictive legislation. 


The report recommends that the present 
law stay as it is except for the following 
changes, which, if made, should be enacted 
as separate and distinct legislation: 


“‘(a) That the board of examiners should be in- 
creased from three to five members, one of whom 
should be a member of the bar. We believe that 
the membership of the board should be so increased. 
We recommend amendment of the present law ac- 
cordingly. 

“(b) That the board of examiners should be 
authorized to employ necessary professional and 
clerical assistance. This we believe is reasonable 
and desirable but feel that the board of examiners 
and the regents are best qualified to pass on what 
would be the desirable provisions along this line and 
that specific recommendations should come from 


em. 

“(c) That the board of examiners should have 
power to administer oaths and subpoena witnesses 
and documents essential to proper determination of 
matters before it. This we believe to be distinctly 
desirable. We recommend amendment of the pres- 
ent law accordingly. 

“‘(d) That the power of revocation of certificates 
and the procedure therefor should be more clearly 
stated. This we believe is desirable and recom- 
mend that the present law be amended so as to in- 
clude the following provision.”” (Here is quoted a 
section from the Cuvillier bill of March 30, 1926. 
The same or substantially similar provisions have 
been included in other proposed bills.) 

“(e) That the present provision for granting 
without examination a certificate to a certified 
public accountant of another state should be 
modified so that it would not require three years’ 
practice in the state which granted such C. P. A. 
certificate (as the present provisions are now inter- 
preted to mean). We believe that the three-year 
requirement for practice within such state can well 
be waived and reliance placed upon the discretion 
and rules of the department to see that certificates 
are not improperly issued to C. P. A.’s of other 
states, or withheld from them. We recommend 
amendment of the present law accordingly. 

“‘(f) That the use, under logical liberal provisions 
of law, of the description ‘certified public account- 
ants’ by accounting partnerships should be en- 
couraged. We recommend appropriate legislation 
to this end.” 


The committee announces itself as op- 
posed to enactment of any form of restric- 
tive legislation in New York at the present 
time, although it considers the Michigan 
type of two-class law the most satisfactory 
kind of restrictive statute. 

The following conclusions are stated in 
the discussion of restrictive legislation: 

(a) The committee is unalterably opposed to any 
admission of certified public accountants by general 
waiver. 

(b) C. P. A. certificates should be granted only 
on a positive showing of qualification. 

(c) The committee would not be opposed, if 
restrictive legislation were adopted, to a provision 
that any holder of a certificate of authority who 
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shall have been registered for the three consecutive 
years prior to making his application, and who can 
show a total of five years’ satisfactory experience 
should be entitled to take the C. P. A. examination 
at any time within twelve years, and upon passing it 
successfully should have issued to him a C. P. A. 
certificate. 

(d) In any restrictive legislation it should be pro- 
vided that after the passage of the act no further 
charters be granted to corporations for practising 
public accounting. 

(e) If such restrictive legislation should be 
adopted, the only titles to be used should be ‘‘certi- 
fied public accountant” for holders of the C. P. A. 
certificate, and “‘public accountant” for all those 
holding certificates of authority. 

(f) If in such restrictive legislation any provisions 
were adopted relating to a period of experience, such 
experience shall be in independent practice or as a 
partner in a firm or on the staff of individual or 
partnership practitioners. 


The committee bases its objections to 
restrictive accountancy legislation in general 
on the apparent lack of public necessity for 
such restriction. Granting that under the 
present law there is no guaranty of the com- 
plete qualification of every practising ac- 
countant nor of his integrity, the report says 
that protection is available to clients and 
the public in the exercise of discrimination 
in selecting accountants. Clients have their 
ready remedy, it is said, by engaging certi- 
fied public accountants, and the same power 
is vested in banks and credit organizations, 
which are exercising it with increasing fre- 
quency. Stockholders may insist on the 
same protection. It is the belief of the 
committee that there is little protection in 
restrictive legislation which is not already 
available to the public or which could not 
better be made available in some manner 
other than restrictive legislation. On the 
other hand, the report says: 

‘We believe that some of those urging restrictive 
and regulatory legislation have made too much of 
the cases of incompetence or lack of integrity which 
occasionally exist. Greatly as we deplore that 
there should be any such instances, we doubt if in 
number or in gravity they are, as accountancy 
exists today, as serious as the similar abuses in the 
most drastically regulated of the professions. Law 
and medicine touch all classes, from the highest to 
the lowest of our people. There is an argument 
for restriction and regulation of those professions 
which must be relied on by all the people, no matter 
how poor or ignorant or uninformed they may be. 
This argument does not apply to accountancy be- 
cause an accountant’s statement is of little value 
to a man who has not the intelligence necessary to 
understand it. The work of the accountant is not 
to guarantee the soundness and integrity of the 
business whose accounts he examines. His duty 
is rather to present a correct statement of the facts 
so that they may be properly understood and con- 


sidered by the men of reasonable intelligence who 
receive his report.” 


The greatest danger in restrictive legis- 
lation, it is said, is that it would be con- 
sidered by many to give a security and pro- 
tection which necessarily it can not give. 
The committee feels that government regu- 
lation is not a cure-all, and that it is justified 
only where, in spite of its imperfections, it is 
preferable to conditions which would other- 
wise exist. In the present accountancy 
situation, or in prospective developments, 
the committee finds nothing to warrant 
restrictive legislation in New York. The 
argument closes with the following state- 
ments: 


“Accountancy under the present law has de- 
veloped well in the past and we believe will con- 
tinue similarly to develop in standards and accom- 
plishment in the future. Conditions can not be 
radically wrong when accountants are accorded the 
high place in public esteem which they now hold 
and which seems today to be increasing rather than 
diminishing. We believe that in accountancy, as 
in other fields of human endeavor, greater progress 
is apt to result in an open field with free competi- 
tion than under close restriction and regulation. 
We can not see in the existing situation the out- 
standing public necessity which alone would justify 
restrictive legislation.” 


This report was presented to the board of 
directors of the New York State Society of 
Certified Public Accountants at a meeting 
on January 16, 1928, where the following 
resolution was adopted: 


“RESOLVED, that the board accepts with sin- 
cere thanks the unanimous report of the legisla- 
tion survey committee dated January 14, 1928; that 
the board records its appreciation of the committee’s 
thorough, exhaustive, scholarly and impartial con- 
sideration of accountancy legislation; that it 
accedes to the committee’s oral request to be dis- 
charged; and that a copy of the committee’s report 
should accompany the call for a special meeting of 
the society to discuss and consider the said report. 

“RESOLVED FURTHER, that the board approves 
the findings of the committee as to the present 
non-existence of a public necessity for restric- 
tive legislation and the committee’s recommenda- 
tions in regard thereto, and in turn repeats these 
recommendations to the society. 

‘“‘AND RESOLVED FuRTHER, that the board recom- 
mends to the society that when, as and if the 
public necessity for regulatory legislation should 
arise, the society should then support two-class 
legislation generally of the so-called Michigan type, 
provided such legislation has the approval of the 
regents of the University of the State of New York.” 


At a special meeting of the society, 
January 30th, called to consider the report, 
a resolution was adopted favoring amend- 
ment of the present C. P. A. law. so as to 
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strengthen and improve it in the following 
particulars: 

(a) To increase the membership of the board. 

(b) To provide for necessary professional and 
clerical assistance to the board of examiners. 

(c) To give the board power to administer oaths, 
subpoena witnesses, etc. 

(d) Tostate more definitely the power to revoke 
certificates and the procedure. 

(e) To eliminate in the case of a C. P. A. of 
another state the requirement that he should have 
had three years’ practice in the state which granted 
such C. P. A. certificate. 

(f) To encourage the use of the C. P. A. title by 
accounting partnerships. 

A limited number of copies of the com- 
mittee’s report, in pamphlet form, is avail- 
able. They may be obtained upon request, 
until the supply is exhausted, from the 
New York State Society of Certified Public 
Accountants, 110 William Street, New York. 


No-par-value Stock Dividends 


In an article in The New York Law Journal 
by Harrison Tilghman of the New York bar, 
an argument is made against the necessity of 
transferring any part of surplus to capital 
account in the case of so-called stock divi- 
dends where no-par stock is used. 

He argues that the only sound basis for a 
transfer from the surplus item to the stated 
capital item is some need for an increase in 
the capital permanently allocated to the 
business, coupled with the existence of a 
surplus fund adequate not only to supply 
this need, but also to leave a remainder in 
surplus sufficient to meet the needs of the 
business for such an account. He says 
that one of the principal advantages, to 
both a corporation and its shareholders, of 
a no-par capital structure is the fact that 
such shares may be issued from time to time 
for considerations determined by the con- 
dition of the business and of the market. 

Mr. Tilghman asks why any other norm 
should be set up, or for that matter why 
any norm of this character should be set up 
when the proportionate interest of stock- 
holders is undisturbed. 

He suggests that where it appears neces- 
sary to transfer surplus to capital in order 
to free that surplus from assaults by a 
selfish and unscrupulous management, the 
remedy is not to remove the surplus, but 
the management. 

He sums up his arguments by suggesting 
that no-par be recognized as no-par and be 
treated accordingly. Acquiescence by a 


corporation under extra-legal regulation or 
the effects of such extra-legal regulation 
should not operate to establish quasi-par 
value as a rule of law, nor should it be per- 
mitted to operate to destroy the legislative 
sanction now enjoyed by true no-par-value 
shares. 


Accounting Part of Summer Course 
for Business Executives at Harvard 


A course in accounting policies will be 
included in a special session for business 
executives to begin next summer at the 
Harvard business school, it was announced 
on January 19th. This course will be in 
charge of Professor William Morse Cole, 
Professor T. H. Sanders, Assistant Professor 
A. W. Hanson and Homer N. Sweet of 
Lybrand, Ross Bros. & Montgomery. 

Other subjects which may be studied by 
business men who attend the sessions will 
be business policy and the law; finance; 
marketing, sales management and adver- 
tising; marketing, retail-store management 
and advertising; public-utility management 
and economics, and railway transportation. 
The policies and objectives of accounting 
in business are the primary subject of the 
course in accounting policies. Actual cases 
will be discussed and analyzed with only 
illustrative reference to technique and details 
of procedure. Published financial state- 
ments and statements furnished to creditors 
revealing divergent practices in accounting, 
as well as determination of accounting poli- 
cies according to requirements of economy 
and efficiency in the internal control of opera- 
tions and properties, will be covered by the 
course. 

It is planned that the session will be of 
six weeks’ duration, beginning with regis- 
tration July 7th and concluding with final 
examinations August 18th. Each course 
will require the full time of the student and 
the classes will meet four hours daily. 

The dormitories of the new Harvard 
business school will be open for the session, 
affording an opportunity for intimate per- 
sonal acquaintance among the business 
men in attendance. A limited number of 
teachers of business will be admitted, al- 
though the courses are intended primarily 
for business executives. The total number 
of students will be limited and applications 
should be submitted immediately to insure 
acceptance. 
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Patent Appraisals 


The purposes and procedure in patent 
appraisals were explained by Frank M. 
Carhart of Jackson & Moreland, engineers, 
at a meeting of the Massachusetts Society 
of Certified Public Accountants, December 
27, 1927. 

Mr. Carhart said that patent appraisals 
had been made by his firm only within the 
last ten years and had been made for three 
purposes: (1) to determine March 1, 1913, 
values for the income tax and recoupment 
to a company for the depletion of its assets; 
(2) to determine fair value to set up on the 
company’s books; and (3) for the purpose 
of purchase and sale. 

He said that the rights in a patent may 
be as follows: (a) ownership in fee; (b) 
shop-right, where the inventor uses the 
shop of a company to develop a patent, 
which gives the company the right to use 
the patent without paying a licence fee; 
(c) licensee under a patent, the value to the 
licensee being dependent on whether or not 
he has an exclusive right to manufacture 
under the patent, and (d) application for a 
patent, which is property according to a 
supreme court decision but his been ruled 
out by the treasury department as having 
no definite life. 

Mr. Carhart said that in valuing a 
patent there are two principal factors: first 
an investigation of the different patents in 
the company’s possession with a view to 
ascertaining whether or not any attack has 
been made on them as to infringement of 
other patents, etc., and second, consideration 
of what the company has done with the 
patents from a commercial point of view, 
which involves a study of the total output 
of the company compared with the output of 
all other similar companies in this country 
and the world, and study of the number and 
financial standing of competitors. 

The actual value of the patents is depen- 
dent on the prospective profits to be derived 
from them. The only basis of valuation at 
hand, however, is the profits already made. 
After determining what these profits have 
been, a purpose for which accountants are 
frequently engaged, the appraiser computes a 
return on the investment, determines what 
he considers to be profits attributable to 
goodwill value, and assigns the balance of 
the profits to patent value. 


If the competitors of the company are 
large and offer formidable competition, 
more value must be allocated to goodwill 
relatively than to patents. The production 
history prior to the date of determining the 
value is basic, but it is also important to 
substantiate it by subsequent results if 
possible. A forecast must also be made of 
expected future profits, dependent on the 
prospective growth of the industries that 
use the patent as well as the company which 
manufactures under it. 

Mr. Carhart said that the treasury depart- 
ment in Washington was still following 
rather closely A. R. M. 34 in determining 
values at March 1, 1913. He was entirely 
out of sympathy with this basis of valuation 
if the previous trend was markedly up or 
down. ‘The department, Mr. Carhart said, 
used Hoskold’s method to determine the 
present value, a procedure which was origi- 
nally used for valuing leaseholds of coal 
mines. 

Returning to the subject of value itself, 
Mr. Carhart said that the earnings from the 
patent might be estimated to the saturation 
point in the industry and a proportion of 
those earnings allocated to interest, good- 
will and patent value. On the other hand, 
it is advisable, where possible, to estimate 
the royalties to be paid by the licensees. 
This he thought on the whole to be the 
best basis. He gave as third alternative 
estimation of the savings that would be 
effected by the use of the patents, although 
this information is usually difficult to ob- 
tain. 

In the discussion which followed his 
address, Mr. Carhart said that he could 
value only patents which had been com- 
mercially proven, that is, from which 
money had been made. It is impossible to 
estimate satisfactorily the value of patents 
which have not been demonstrated, he 
said, and in his opinion there is little goodwill 
value in the case of monopolies, except in 
unusual cases where the service element is 
stressed. When asked if he gave considera- 
tion to subsequent improvements to a 
patent, he replied in the negative, but he did 
attach importance to the question of ob- 
solescence. Mr. Carhart also said that 
frequently it is necessary to determine a 
value for a group of patents and then to . 
allocate that value to the different patents 
over their respective lives. 
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Court Decision on Inventory Method 


Following is the text of an opinion ren- 
dered by the United States circuit court of 
appeals, fifth circuit, on a petition for re- 
view of a decision by the board of tax appeals 
concerning a taxpayer’s merchandise in- 
ventory: 


UNITED STATES CIRCUIT COURT OF APPEALS—FOR 
THE FIFTH CIRCUIT 


S. G. Sample Company, Ltd., petitioner, versus 
Commissioner of Internal Revenue, respondent 
Petition for review of decision of United States 

board of tax appeals, from the western district of 

Louisiana. 


Before WALKER, BRYAN and Foster, circuit 
judges. 

WALKER, circuit judge: 

The petitioner, a Louisiana corporation engaged 
in the retail merchandise business, dealing in hard- 
ware, shoes, clothing, dry goods and groceries, by 
appeal to the board of tax appeals complained of 
the action of the commissioner of internal revenue 
in increasing petitioner’s taxable income for the 
year 1920 in the amount of $12,078.52 by adding 
that amount to the total amount of petitioner’s 
inventory of goods or merchandise on hand at 
December 31, 1920, as shown on petitioner’s original 
return for the year 1920. That amount was 25 per 
cent. of the total cost of goods shown on petitioner’s 
inventory of goods on hand on December 31, 1920, 
which was inventoried at cost less the 25 per cent. 
Merchandise on hand at the close of that calendar 
year had been purchased in 1920, 1919 and some in 
earlier years. It appears from the finding of facts 
and opinion of the board of tax appeals that its 
approval of the disallowance of the deduction from 
cost was based on the fact that the inventory as 
taken did not state separately cost and value of 
each item, only the cost of each item being sepa- 
rately stated, the 25 per cent. deduction being made 
a the aggregate amount of the costs of the items 
isted. 

Evidence adduced before the board of tax ap- 
peals was without conflict to the effect that the 
method adopted by the petitioner in taking the in- 
ventory is the one generally used by retail mer- 
chants, that all the classes of goods included in 
petitioner’s stock greatly decreased in market value 
after they were purchased, the rate of decline being 
different in different classes of goods, and that the 
average decline was such that the market value of 
the stock of goods on December 31, 1920, was at 
least 25 per cent. less than the cost thereof. 


The revenue act of 1918 contains the following: 


“Src. 203. That whenever in the opinion of 
the commissioner the use of inventories is nec- 
essary in order clearly to determine the income 
of any taxpayer, inventories shall be taken by 
such taxpayer upon such basis as the commis- 
sioner, with the approval of the secretary, may 
prescribe, as conforming as nearly as may be to 
the best accounting practice in the trade or 
business and as most clearly reflecting the in- 
come.” 40 Stat. 1060. 

A regulation prescribed pursuant to that provision 
requires the taxpayer to take his inventory at 
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“‘(a) cost, (b) market, whichever is lower,” Reg. 
45, art. 1582. So far as we are advised there was 
no prescribed requirement as to describing or iden- 
tifying articles listed further than by naming them 
and stating their number and cost, or as to the 
manner of ascertaining or disclosing market value, 
when the inventory is taken at market. A list of 
the articles contained in a stock of merchandise 
stating as to each item the name, number and cost 
thereof, is an inventory, and is not kept from being 
an inventory taken at market because a separate 
market value is not assigned to each article, and the 
market value of the stock was arrived at by a per- 
centage deduction from the cost of the stock as a 
whole. Southern Fire Insurance Co. v. Knight, 52 
L. R. A. 70; Wood v. Ewer Co., 14 Fed. (2d), 995. 
It can not reasonably be said that it is incapable of 
being proved by evidence that at a given time there 
had been such a change in the market values of the 
articles comprising a retail merchant’s stock, con- 
sisting of hardware, shoes, clothing, dry goods and 
groceries, that the market value of the stock at 
that time could be arrived at with reasonable 
accuracy by adding to or deducting from the total 
cost of the stock a stated percentage of such cost. 
The effect of the ruling in question was to deprive the 
petitioner of the opportunity to prove by competent 
evidence that the market value of its stock on 
December 31, 1920, was 25 per cent. less than the 
cost of that stock shown by an inventory thereof 
taken in the customary way. We think that ruling 
was erroneous. Because of that error the order or 
judgment under review is REVERSED. 


Change in Date of Management Week 
Proposed 


A meeting of the national committee 
on management week was held January 
25th to consider the secretary’s report on 
operations for the year 1927. 

It was the consensus of opinion of those 
present that the next management week 
might be held in the early spring of 1929, 
rather than next October, which has been 
the usual month for its observance, to avoid 
a possible distraction of interest from 
management week by the presidential elec- 
tion next fall. 

A meeting of secretaries of all organiza- 
tions sponsoring management week, of which 
the American Institute of Accountants is 
one, will probably be called in March, 1928, 
to effect the necessary organization for the 
coming year. The present national com- 
mittee, of which Cecil S. Ashdown, repre- 
sentative of the Institute, is chairman, will 
continue in office until its successor has 
been appointed. 


Information Desired by Bankers 


Character, capital and capacity, the three 
factors upon which credit is based, are the 
theme of a letter-bulletin published by the 
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public-affairs committee of the Indiana 
Association of Certified Public Account- 
ants, entitled ‘Information desired by 
bankers.” 

The bulletin mentions the change in the 
procedure of granting credit that has taken 
place in recent years due to changing con- 
ditions of business and the attendant com- 
plications. Personal acquaintance of banker 
and customer is now rare, and consequently 
the most important factor in granting credit, 
character, is becoming more and more 
difficult to judge. The banker must, there- 
fore, exercise even more care in analyzing 
capital and capacity of the borrower, and 
eighty-five per cent. of this analysis is based 
on financial statements and supporting 
statistics, according to the bulletin. The 
customer who does not present full financial 
details in seeking credit is a marked excep- 
tion in current practice. A balance-sheet 
statement is a requirement of most bankers 
and statements of income and expense are 
also often valuable in determining the 
credit of a concern. An analysis of sur- 
plus should be submitted, showing the 
amount of earned income credited to sur- 
plus, and if an earnings statement is sub- 
mitted it should be in sufficient detail to 
enable a banker to determine the operating 
profits of a business, which a balance-sheet 
sometimes does not indicate. The budget 
is becoming an increasingly important fac- 
tor in seeking credit, the bulletin says, as it 
permits a fairly accurate estimate of a com- 
pany’s cash requirements for the coming 
year. 

This letter-bulletin is the fourth of a series 
issued by the committee. The two suc- 
ceeding studies will be on the subjects of 
income tax and receivables. 


Possibilities for Accountancy in Future 


The large undeveloped field awaiting 
exploitation by the accountancy profession 
is indicated in a report rendered to the 
president of the American Institute of 
Accountants by ‘Theodore H. Sterling, 
who represented the Institute at the annual 
convention of the American Mining Con- 
gress last December. 

The tenor of the various papers at the 
convention and of the proceedings generally 
was indicative to Mr. Sterling of progressive 
tendencies in industry in which he feels 
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accountants may play an important part. 
He says in his report: 

“The day has long gone by nor will it ever return 
when the accountant’s principal function was con- 
sidered that of auditing, a check-up of the past, an 
insurance against fraud, a certification of clerical 
accuracy. ‘Today it is required that the accountant 
be familiar with all phases of business that he may 
fulfil his true function of financial advisor, business 
counsellor, constructively planning with manage- 
ment both the intimate details and the broader 
policies called for by the increasing complexity of 
commerce and industry, the impelling urge of 
competition and the consequently enforced closer 
study of such matters as costs, efficiency, markets, 
taxation, consolidations and the multitude of 
economic factors that constitute the daily problems 
to be met and solved by the business world.” 

In speaking of conventions generally Mr. 
Sterling says it is possible to gain from them 
an idea of the progress in methods and 
processes, the changes in conditions and in 
mode of thought from year to year and from 
period to period. Although progress may 
be slow, he says, and although it may seem 
hampered by peculiar and difficult problems, 
it is nevertheless substantial and seems 
today to be on the brink of far greater 
developments than any that have taken 
place in the past. ‘Surely, if this be true,” 
says Mr. Sterling, “it not only opens still 
wider to the accountancy profession the door 
of participation in this programme but also 
emphasizes the need for fitting its members 
to become real and vital factors in the up- 
building of commerce generally.’”’ In an 
attempt to sum up the spirit of the conven- 
tion in a phrase, Mr. Sterling says that 
most emphasis was laid on the recognition 
of study and knowledge as productive 
factors. 

He referred to an address by Gilbert H. 
Montague, whose theme was that industrial 
progress and advancement call unceasingly 
for greater knowledge and that ascertain- 
ment of all facts, proper interpretation and 
trained expert study of them are necessary 
to a proper understanding and solution of 
industrial problems. Mr. Sterling says that 
here, too, the profession of accountancy is 
called upon to contribute its ability and 
special training. He enthusiastically ap- 
proves the tendency of accountants to 
strengthen their relationships with those 
responsible for the management and opera- 
tions of industry. In closing his outline 
of the convention proceedings, he says: 


“‘Self-regulation by business was referred to on 
several occasions by different speakers at various 
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sessions of the convention. Self-regulation calls for 
self-knowledge, wisdom and honesty of purpose. It 
is in the first of these requirements that the account- 
ant is called upon for assistance and helpful service. 
How stupendous the task, how great and real the 
responsibility, how wide the opportunity perhaps 
few really realize. Industry is in the throes of de- 
velopment and adjustment. In its struggles up- 
ward the accounting profession has its part to play. 
The lamentable lack of efficiency which marked 
earlier stages has given place to intensive effort to- 
ward higher standards and greater knowledge and 
proper application and use of that knowledge. But 
the end is not yet! The goal is not achieved! 
Rather, we are but at the very beginning of real 
progress! Ready for this upward march, lined up 
alongside of industry and business, the profession 
of accountancy must take its stand. Our pro- 
fession should be recognized as a symbol of service— 
loyal, highly trained and perhaps idealistic service. 
Ours the task to give of the best we have to forward 
the advancement of knowledge and methods along 
such lines as will the better enable a sure and solid 
foundation upon which to build a structure of eco- 
nomic and permanent strength, highly conceived 
and rightly developed to the end that a commerce 
may flourish and higher standards and highest ideals 
prevail.” 


Risks in Accountancy Practice 


The following analysis of 32 claims 
against British accounting firms insured 
for losses arising from professional liability 
was published in a _ recent issue of 
The Accountant, London: Oversights by 
staff, 11; negligence or incompetence, 9; 
errors in course of liquidations, etc., 4; 
defects in appointment as receiver or 
liquidator, 3; information to third party 
not warranted by facts, 2; clerk in collusion 
with fraudulent employee, 1; auditor de- 
ceived by fraud, 1; insufficient attention 
drawn to doubtful points in a report, 1. 
The editorial comment upon this analysis 
calls attention to the fact that the largest 
number of claims was due to failure of 
employees to discharge accurately the rou- 
tine duties in engagements. It is said that 
most of the cases were not concerned with 
matters usually included in an audit pro- 
gramme, and it is concluded that auditing 
is a relatively safe practice compared with 
other phases of accountants’ activities such 
as liquidation. 


Accountants Represented at Indiana 
Tax Conference 


The Indiana Association of Certified 
Public Accountants was represented by 
Harry Boggs at a tax conference in Indian- 
apolis, December 13th, to which more than 
thirty state organizations sent representa- 


tives. Education in tax methods and 
legislation to overcome existing inequalities 
were the principal recommendations of the 
chairman of the state board of tax com- 
missioners, who addressed the meeting. 


Bad-debt Loss 


The average bad-debt loss in seven of the 
largest types of business in the United 
States is of one cent on each dollar of 
gross business, according to a survey re- 
cently made by the department of educa- 
tion and research of the National Associa- 
tion of Credit Men. The seven types of 
business surveyed over an average period 
of five years are department stores, dry- 
goods manufacturers and wholesalers, shoe 
manufacturers and wholesalers, retail cloth- 
ing, wholesale drugs, wholesale hardware 
and wholesale jewelry. 


Classification of Accounts for Printers 


A standard classification of accounts 
of the balance-sheet and operating state- 
ment for the printing industry has been 
prepared by the department of finance and 
accounting of the United Typothetae of 
America, and published in pamphlet form, 
dated 1928. 


Uniform Accounts for Cabs and Busses 


A uniform classification of accounts for 
common carriers of passengers by motor 
vehicle, prescribed by the public-service 
commission of Pennsylvania, became effec- 
tive January 1, 1928. 


Credit Vital in Present-day Economics 


“Today the biggest word in the economic 
language is credit,’’ is a statement by 
Stephen I. Miller in an article in Credit 
Monthly for February. The article is par- 
ticularly concerned with international trade, 
and it points out that twenty-five billions 
of dollars in credits are extended abroad 
by the United States. The author says 
that foreign loans, by stimulating produc- 
tion, enable other nations to increase their 
commercial activities, with a consequent 
expansion of their purchasing powers and 
resultant benefit to our own foreign trade. 
He advises American business men _ to 
study world trade and world needs, in order 
that the enormous potential market may be 
properly developed. 
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University Magazine Devotes Issue to 
Accountancy 


Accountancy is the only subject which 
receives attention in the December, 1927, 
Enterpriser, a quarterly magazine published 
by the students of the college of commerce 
of the University of Illinois. Several arti- 
cles on subjects such as entering the ac- 
countancy profession, the part accountancy 
plays in business, prevailing tendencies in 
accountancy organizations and practice, 
information desired by bankers, and the 
college man and public accountancy, are 
supplemented by items concerning ac- 
countancy at the university, such as news of 
clubs and fraternities devoted to account- 
ancy, careers of former accountancy stu- 


dents, titles of theses in accountancy 
which have been submitted for degrees, etc. 


Governors Recommend Changes in Tax 
Laws 


The governor of Mississippi, in his first 
message to the state legislature, recom- 
mended among other things that adminis- 
trative changes in the state income-tax 
law be made to correspond with the federal 
law so far as possible. 

The governor of Wisconsin in his message 
to the legislature on January 24th also 
mentioned the need of amendments to the 
income-tax law in Wisconsin in order that 
the administration of the law might be 
made more practicable. 


STATE LEGISLATION 


Privileged Communication Proposed 
for Kentucky Accountants 


Certified public accountants of Kentucky 
will be prohibited from testifying concerning 
a communication made to them in their 
professional character by clients or con- 
cerning any facts obtained by accountants 
in their professional character from the 
books and records of clients, without 
consent of the clients, if senate bill No. 144 
is passed and approved. The bill was 
introduced on January 20th, and extends 
to certified public accountants the privileged- 
communication clause already effective for 
attorneys and clergymen. The bill was 
referred to the committee on legal pro- 
cedure. 


Massachusetts Accountants Sponsor 
Tax Bills 


Several bills affecting the tax laws of 
Massachusetts have been introduced in 
the legislature at the instance of the Massa- 
chusetts Society of Certified Public Ac- 
countants. House bills Nos. 715 and 716 
propose to extend to corporations and to 
individual persons and partnerships, re- 
spectively, redress in case the supreme 
court of Massachusetts or the United States 
supreme court hands down within a period 
of five years a decision in a case similar to 
that of the particular taxpayer concerned. 
These bills are restricted by a provision 


that the point in question must have been 
specified in a regular claim for abatement 
filed in regular course, and still further that 
within a reasonable period after the original 
application has been rejected by the com- 
missioner, a notice of intent to protect the 
rights of the taxpayer, requiring a filing fee, 
shall be given. 

House bills numbered 724, 725 and 726, 
also sponsored by the society, were intro- 
duced last year under numbers 505, 507 
and 510, respectively. They seek to estab- 
lish a state board of tax appeals constituted 
of independent, specially qualified mem- 
bers; to discontinue the calculation of 
minimum corporation taxes on the basis 
of gross receipts, and to obviate an alleged 
existing inequality caused by the present 
statutory definition of net income. 


Restrictive Accountancy Bill Intro- 
duced in New York 


A restrictive accountancy bill, house 
bill No. 547, similar generally to the Gedney- 
Sheridan bill proposed last year, was intro- 
duced in the New York legislature January 
25th. It provides for the issuance of 
C. P. A. certificates by waiver to accountants 
who have been in public practice for a 
period of ten years prior to the enactment 
of the law and to others in special circum- 
stances. ‘Temporary certificates valid for 
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ten years would be issued under the bill 
to bona-fide public accountants in practice 
at the time of its passage. 

No person not licensed under the pro- 
visions of the bill would be permitted to 
practise public accounting in New York 
after its enactment. The bill has been 
referred to the ways and means committee 
of the assembly. 


Bill for Uniform Municipal Accounting 
in Rhode Island 


Senate bill No. 20, embodying a resolu- 
tion that the bank commissioner of Rhode 
Island investigate and audit accounts of 
city and town treasurers and tax collectors, 
in order that the desirability of a law pro- 
viding for uniform accounting methods in 
cities and towns may be determined, has 
been introduced in the Rhode Island 
legislature and referred to the committee 
on judiciary. 


Licence Tax on Professions in South 
Carolina 


Persons, firms or corporations engaged in — 


trades or professions not involving the han- 
dling or sale of tangible property, but whose 
sole income is derived from fees and com- 
missions would be required to pay a peri- 
odical licence fee of one-half per cent. of 
gross receipts in fees or commissions under 
house bill No. 598, now before the legisla- 
ture of South Carolina. 


Bills Affecting Accountancy Board in © 


Virginia 


A bill to amend the existing law con- 
cerning the state board of accountancy 
has been introduced in the assembly of 
Virginia and given a temporary number, 79. 

Senate bill No. 32 in Virginia amends the 
act preventing and punishing fraud in 
procuring a certificate from a state board 
governing the practice of a profession. 


STATE BOARDS OF ACCOUNTANCY 


Two Iowa Candidates Pass C. P. A. 
Examinations 


E. A. Bertholf and C. A. Williams were 
the only successful candidates at the 
C. P. A. examinations conducted by the 
Iowa state board of accountancy November 
17 and 18, 1927. Ten candidates attempted 
the examinations. 


Results of Maryland C. P. A. Examina- 
tions 


It has been announced by J. Wallace 
Bryan, secretary of the Maryland state 


board of examiners of public accountants, | 


that 27 candidates for C. P. A. certificates 
passed the examinations held November 
28 to 30, 1927. Eighty-seven candidates 
attempted the examinations. The names 
of the successful candidates are: Bernard 
Ades, Boris Baievsky, John MHotchkins 
Bickley, Wallace Edward Brimer, Sewell 
Reeves Creel, Carroll Franklin Davis, Mor- 
ris Fedder, Richard Fuller Going, Burton 
McKinley Irving, James Howard Jones, 
Benjamin I. Landsberg, Arthur Justus 
Linn, Aaron V. Little, James Patrick Mc- 


Nulty, Arthur Lee Perry, Howard Broad- 
dus Reamy, Elmer Horace Rittage, Walter 
Schrell Ritter, Theodore Edward Rupp, 
Paul Alfred Schaffner, Louis Cavano Schulte, 
Albert Emmanuel Smith, Harvey Sylvester, 
Chas. A. Trageser, Herbert Evans White, 
Maurice Aaron Wilner and John Thomas 
Woods, Jr. 


Eleven Pass Missouri C. P. A. Examina- 
tions 


The following candidates passed the 
examinations held by the Missouri state 
board of accountancy in November, 1927: 
Harry J. Cochran, Benjamin L. Enloe, 
Harold C. Fechner, Chauncey C. Flagg, 
G. L. Gregory, A. J. Hoffman, George W. 
McCoy, A. H. Schettler, Reginald W. 
Smith, Milton M. Stanze and A. C. Vance. 


Reappointments to South Carolina 
Board 


The governor of South Carolina has re- 
appointed George E. Olson and L. L. 
Wilkinson as members of the state board of 
accountancy. 
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Connecticut Society of Certified Public 
Accountants 

A special meeting of the Connecticut 
Society of Certified Public Accountants was 
held Wednesday, January 25, 1928, at the 
City club, Hartford. The discussion at the 
meeting, on ‘‘Publicity,’”’ was led by Leon 
Vannais and Louis Perlysky. 


Illinois Society of Certified Public 
Accountants 

A monthly meeting of the Illinois Society 
of Certified Public Accountants was held 
January 18th at the City club, Chicago. 
G. B. Waterstraat spoke on ‘Valuation 
and procedure in appraisals.’’ His address 
was followed by a discussion in which 
Harvey C. Daines, C. R. Rorem, Harold 
Benington and W. S. Bemis participated. 

Gold and silver medals were awarded to 
Abraham Silvertrust and Charles F. Mc- 
Garry for their records in the 1927 examina- 
tions of the state. 


Minnesota Society of Certified Public 
Accountants 
A meeting of the Minnesota Society of 
Certified Public Accountants was held at 
Minneapolis, January 17th. Paul W. Pink- 
erton spoke on accountant’s task,”’ 
and following his address there was general 
discussion on the work of public accountants. 
Pennsylvania Institute of Certified 
Public Accountants 
PITTSBURGH CHAPTER 
Successful candidates at the last Pennsyl- 


vania C. P. A. examinations were guests of 
the Pittsburgh chapter of the Pennsylvania 
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C. O. WELLINGTON—“ACCOUNTANTS’ RE- 
SPONSIBILITY FOR INVENTORIES” 


Address delivered before the New England 
chapter of the Robert Morris Associates 
and published in the Robert Morris Asso- 
ciates Bulletin for December, 1927. 


A recent report of the Robert Morris Associates 
committee on coéperation with public accountants 
contained a statement favoring increased responsi- 
bility on the part of accountants concerning the 
item of inventories. The speaker said that there is 
a regrettable lack of uniformity of opinion in the 
accountancy profession on this subject. Before 
attempting to analyze the situation, he suggested 
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NEWS OF LOCAL SOCIETIES 


Institute of Certified Public Accountants on 


REVIEWS 


January 26th, at a meeting at the Hotel 
Henry. 

M. D. Bachrach gave the address of wel- 
come to the guests. The principal speaker 
of the evening was John G. Buchanan, 
attorney, who spoke on income-tax changes 
in the proposed 1928 revenue act. 


Regional Division of Texas Society 


The Texas Society of Certified Public 
Accountants has planned a division of the 
state into five regions, with the purpose of 
strengthening the unity of the accountancy 
profession in Texas and facilitating the 
exchange of ideas and opinions among 
the members of the society. The difficulty 
of obtaining a representative attendance 
at the meetings of the society itself is given 
as one reason for the action. 

In each of the districts into which the 
state is to be divided there will be appointed 
an aide to act as liaison officer between the 
members in his region and the executive 
officers of the society. Each aide will be a 
personal representative of the president of 
the society. The regional districts will be 
expected to arrange meetings of accountants 
for the discussion and study of accounting 
subjects. Resolutions adopted at district 
meetings will be transmitted to the state 
convention, so that each member of the 
society in the state will be enabled to have a 
voice in the conduct of its affairs. 


DALLAS ACCOUNTANTS’ ASSOCIATION 


The second monthly meeting of the Dallas 
accountants was held January 19th. A 
paper on “Analysis and certification of the 
balance-sheet”’ was read by J. Stuart Arthur. 


consideration of the conditions as they affect public 
accountants and bankers. Mr. Wellington said 
that in the average manufacturing or trading con- 
cern the inventory represents more than half of the 
total current assets and that any attempt to dis- 
guise the true condition of a company is more likely 
to be successful if accomplished by distortion of in- 
ventory than in any other way. The speaker said 
he knew of some bank credit men who agreed to 
lend only on the basis of cash and receivables, 
ignoring inventories as current assets for purposes 
of credit. Although this is probably an exagger- 
ation, the speaker said, it is reasonable that a banker 
should wish some definite verification of inventory 
other than the word of a responsible officer of the 
company itself. It was Mr. Wellington’s belief 


Bulletin of American Institute of Accountants 


that the banker is justified in expecting the public 
accountant to give an opinion on the inventories as 
on other current assets. He said that three general 
relationships may exist between an auditor and his 
client with regard to inventories; first, where the 
inventory is determined by the client and used 
without verification; second, where the inventory 
is taken and priced by the client but tested by the 
auditor; and third, where the inventory is taken 
or supervised by the auditor. In the first case the 
accountant has no responsibility, in the second he 
has limited responsibility and in the third he is 
fully responsible. 

In special types of engagement the auditor must 
use the inventory as determined by the client with- 
out any further verification, the speaker said, and 
in this case his only recourse is to qualify his certif- 
icate so as to indicate unmistakably that his 
determination of the true financial condition is 
limited by acceptance of the client’s inventory 
figure. 

In other circumstances the inventory is counted, 
priced, extended and footed by the client but is 
later subjected to certain tests by the auditor, and 
the speaker gave several illustrations of the scope 
and type of such tests. In general, he said, the 
theory is that the auditor shall perform sufficient 
tests to satisfy himself of the substantial accuracy of 
the inventory. In such a case his responsibility is 
limited only by his acceptance of the quantities certi- 
fied to him by the client. This question of quan- 
tity is, of course, a serious factor and the speaker 
cited instances of fraud based on over-statement of 
inventory not revealed by the auditors. 

The speaker disagreed with the hypothesis that 
an auditor is not really competent to take or super- 
vise an inventory directly. He outlined the actual 
steps necessary in taking an inventory and gave it 
as his opinion that the auditor is quite capable of 
participating directly in pre-inventory work and 
in the count of inventory items. He pointed out 
that some auditors naturally are better qualified to 
deal successfully with problems of constructive 
accounting, such as the arrangement for procedure 
of inventory taking, than others, but he refused to 
believe that any general restriction exists on the 
capacity of professional accountants which would 
prevent them from accepting this responsibility. 

The speaker said that as a rule an auditor’s veri- 
fication of quantities consists of making an ade- 
quate number of tests to satisfy himself as to the 
substantial accuracy of the client’s counting. He 
said it is no more necessary for the auditor to count 
every item than it is for him to check each posting 
and footing in the books of account. Test open- 
ings of containers, test drillings in raw-material 
piles, applications of formulae for transforming 
cubical contents into weights and counting the 
number of items in a standard space, were mentioned 
as means of expression of the auditor’s ability. 
Attention was directed to the fact that the records 
of a client were often of great value in verifying in- 
ventory quantities. The count of many raw ma- 
terials may be supplemented by rigid lot records, 
and continuous inventory records are often an im- 
portant factor in determination of the accuracy of 
the physical inventory as a whole. Mr. Welling- 
ton said that he believed accountants could accept 
the entire responsibility of inventory and give an 
unqualified certificate, which is of maximum worth, 


without supplementing their regular staffs to any 
great extent. 

In mentioning the difficulties often encountered 
in checking unsalable stock where there might be 
danger of excessive valuation because of deprecia- 
tion or obsolescence, Mr. Wellington said that from 
the accountant’s general business knowledge and 
his acquaintance with his client’s operations, 
market and turnover he should be able to reach a 
definite conclusion on what goods need low valua- 
tions because of unsalability. 

The speaker outlined the procedure in taking 
inventories in several different industries as illustra- 
tions of the subjects he was discussing. 

He said that from his own experience it seemed 
that the addition of inventory verification to the 
functions of the auditor would not add unreason- 
ably to the cost of the accountant’s services. 

Mr. Wellington said he believed there was a grow- 
ing willingness among accountants to accept the 
responsibility of inventory verification but that the 
support of the bankers was necessary if clients 
generally are to be persuaded to undergo the addi- 
tional expense necessary if this function is to be 
included in the auditor’s procedure. If the bank 
credit men would give a substantially higher value 
to an auditor’s certificate which indicates full re- 
sponsibility for inventory, there would, in the speak- 
er’s opinion, be a gratifying increase in the number 
of thoroughgoing engagements performed. 


MICHAEL H. SIGAFOOS—“THE RELATION- 
SHIP AND VALUE OF THE ACCOUNTANT 
TO BUSINESS” 


Address delivered at a meeting of the 
Lansdale Rotary club, Lansdale, Pennsyl- 
vania, January 17, 1928. 


The speaker said that perhaps the matter of 
greatest moment in business is the attitude of the 
business world today towards the future, with par- 
ticular concern for the wise purchase of materials 
or investments. Despite a promising business 
outlook, he said, prudence and watchfulness should 
not be relaxed. The current political and economic 
conditions, which are closely related, he described 
as intense and he suggested careful planning, analy- 
sis and study as the modern way of dealing 
with difficult conditions. Business today, he said, 
is a near science and the business man must fortify 


‘himself accordingly. According to the speaker, the 
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man who devotes liberal time to the study of his 
business, whether by graphic charts or other inti- 
mate statistics properly compiled, is just as sane 
and provident as the sailor who provides himself 
with charts and compass before starting on a long 
voyage. 

The speaker said that system is a vital part of 
any business. Business men, he said, now realize 
the importance of modernizing accounting methods 
of manufacture and intelligently relating therewith 
a system of cost that will bring the actual details 
of plant operations to the surface and show the 
real cost of production and net profits of sale. In 
this way the most profitable products of manu- 
facture may be identified. 

The speaker also said that in present-day condi- 
tions the factor of time has a definite value and 
should be accounted for as accurately as materials. 
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A system of accounts must be constructed to fit 
a business since the business can not be made to fit 
the system, the speaker said. He referred to ac- 
counts receivable and slow credits as items of par- 
ticular importance. 

The balance-sheet should provide information to 
the executive which may be applied to constructive 
administration. The speaker said that in any busi- 
ness the outstanding features are the amount of 
capital invested, the field or territory served and 
the turnover of invested capital or liquid assets in 
the year. Overhead, he said, is one of the greatest 
problems confronting all business. Competition is 
now keener than at any time in the history of com- 
merce. The modern executive must have an ac- 
curate conception of the state of operations of his 
business and the balance-sheet is an indispensable 
aid to him in this way. 

A cost system is necessary if the best results are 
to be obtained from manufacture, the speaker said, 
and few business men today know in detail the costs 
concerned in operating the several departments of 
their plants. A cost system does not merely de- 
termine the costs of operating plants and the total 
of expenditures of a business in its entirety, but 
distributes the total expenses proportionately and 
equitably over finished production, which means 
that a standard cost may be established to reflect 
the efficiency or inefficiency of the factory. Still 
more valuable is the cost system in determining 
whether or not the sales revenue returns the whole 
cost and a reasonable profit and whether profits are 
high or low individually or collectively. With this 
information at hand, the manufacturer may dis- 
criminate among the various classes of goods manu- 
factured and concentrate his efforts on the one 
which is most profitable. 

In summarizing the functions of the accountant 
in a manufacturing plant, the speaker said that 
accountants improve methods by analyzing condi- 
tions, devising forms, installing systems proven by 
practical tests and preparing therefrom statements 
and charts which interpret conditions for the man- 
gga and suggest remedies for the correction of 
aults. 


CADDIE H. KINARD—“INSTALMENT- 
SALES-PROFIT COMPUTATION” 


Address delivered at a meeting of the 
Retail Credit Men’s Association at El 
Dorado, Arkansas. 


The speaker referred to the rapid growth in im- 
portance of the deferred-payment plan as a means of 
purchasing commodities. He said that the plan 
apparently is firmly established in this country. 
In many cases, in his opinion, the plan leads to 
extravagance and to indulgence in unnecessary and 
even undesirable expense but its advantages on the 
whole seemed to him to outweigh the disadvantages. 


He suggested that if proper regulation of deferred- 
payment purchasing as a whole could be obtained, 
the method might be looked upon with more favor. 

The speaker said that in the immediate vicinity of 
El Dorado most of the instalment business is con- 
ducted in real estate, retail furniture, musical in- 
struments and automobile sales. The instalment 
plan has made it possible for salaried workers to 
obtain commodities that would formerly have been 
beyond their reach. 

The speaker outlined the following four ways in 
which the dealer might protect himself in cases of 
default where personal property is sold on the de- 
ferred-payment plan: (1) By an agreement that the 
title is to remain in the seller until the purchaser 
has fully performed his part of the contract; (2) 
by a form of contract in which title is conveyed to 
the purchaser immediately, but is subject to a lien for 
the unpaid portion of the purchase price; (3) by a 
present transfer of title to the purchaser, who at the 
same time executes a reconveyance in the form of a 
chattel mortgage to the seller; or (4) by conveyance 
to a trustee pending performance of the contract 
and subject to its provisions. 

He said that articles sold on instalments fre- 
quently have to be repossessed and in such con- 
ditions profits can not be considered realized until 
the completion of the purchaser’s payments. 
Sound accounting demands, therefore, that pro- 
vision be made for this contingency, which has 
important bearing upon statements of financial 
condition and on the preparation of income-tax 
returns. Every cash collection made on an in- 
stalment contract represents two items, viz.: a 
return of investment and a realization in the way of 
profit. In preparing accurate statements of ac- 
count the two must be segregated, and such segre- 
gation demands an adequate system of accounting. 
The speaker illustrated what system would be 
required in such a case by giving a hypothetical 
instance. He also gave a formula for the computa- 
tion of profit on instalment sales. 

If for any reason the purchaser defaults in any 
payment and the seller repossesses the property, 
the entire amount received on instalment payments 
is retained by the seller, minus the profit previously 
included as income, and the remainder will be in- 
come of the seller for the year in which the property 
is repossessed. The same property repossessed 
must be included in the inventory sale at its original 
cost less a conservative allowance for damages and 
depreciation. The speaker illustrated this prin- 
ciple in terms of the hypothetical case which he 
had already used. He said that only the portion 
of profit contained in each cash collection should be 
considered realized. The income tax is computed 
on the actual earnings, as shown by this conserva- 
tive accounting method. If repossession were 
necessary in any case the profits would then not have 
been previously inflated, and the seller would be 
protected from unjust taxation. 


At a meeting of the New York Credit 
Men’s Association held at the Hotel Com- 
modore on January 16th, Joseph J. Klein, 
New York, spoke on ‘‘What shall we look 
for in the financial statements which come 
to our desks?” 
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Gerald M. Conkling, Topeka, Kansas, 
has been elected treasurer of the university 
club of Topeka. 

Luther K. Watkins is conducting a 
course of ten lectures and discussions on 
income taxes at the University of Buffalo. 
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HERE AND THERE 


Jay E. Bigham & Co., Citizens Bank 
building, Tampa, Florida, announce that 
Elliott G. Austin has been admitted to 
partnership in the firm. 


The copartnership of Leon Brummer & 
Becker, 171 Madison avenue, New York, 
has been dissolved. Mr. Brummer will 
continue the practice of the copartnership 
and Mr. Becker will commence separate 
practice. 


Byrnes & Baker, 76 William street, New 
York, announce the admission of Samuel P. 
Cooper to partnership in the firm. 


Morris W. Goldberg and Charles Jacob- 
son announce the consolidation of their 
organizations and the continuance of their 
practice under the firm name of Goldberg, 
Jacobson & Co., 1501 Broadway, New York. 


Alexander Grant & Co., Chicago, an- 
nounce the opening of an office at 150 
William street, New York, under the man- 
agement of Iver R. Johnson, resident 
partner. 


Victor Heydendahl announces that he 
has entered into partnership with Lawrence 
E. Brown for the practice of public ac- 
counting, at 430 Commercial and Savings 
Bank building, Stockton, California. 


George N. Janis announces the removal 
of his office to 11 West 42nd street, New 
York. 


Karasick & Reznikoff and Nathan M. 
Gallin announce that they have con- 
solidated their practices under the firm 
name of Karasick, Reznikoff & Gallin, 
8 offices at 104 West 42nd street, New 

ork. 


Joseph P. Kelly announces the formation 
of the firm of Gove, Elliott & Kelly, with 
offices at 40 Court street, Boston. 


Main & Co., 149 Broadway, New York, 


announce the opening of an office at Tulsa, 
Oklahoma. 


Meaden & Welsh, Hall building, St. 
Petersburg, Florida, announce that Vin- 
cent J. Murphy has been admitted as a 
member of the firm. 


Patterson & Ridgway, 74 Trinity Place, 
New York, announce that Robert N. 
Phinney has retired from the partnership 
and that the remaining partners will con- 
tinue the practice with no change in the 
firm name or address. The retiring partner 
of the firm will continue the practice of 
accountancy on his own account at 30 
Church street, New York. 


Price, Waterhouse & Co. announce the 
removal of their Portland, Oregon, offices 
to the Public Service building. 


Oscar W. Schleeter has retired from the 
firm of Schleeter & Powers and has opened 
an office for practice on his own account at 
37 Broad street, Charleston, South Carolina. 


George B. Simpson, L. R. Chenault and 
M. S. Carneiro of Brownsville and San 
Antonio, Texas, announce their association 
under the name of Simpson-Chenault- 
Carneiro & Co., succeeding Simpson-Che- 
nault Co. 


A. L. Tinsley, Baltimore, Maryland, 
announces the removal of his office to the 
Keyser building. 


John H. Verkouteren announces the 
opening of an office at 712 Southern building, 
Washington, D.C. 


Ernest A. Roden, Ohio, has been ap- 
pointed a member of the committee on 
calendar reform of the Chamber of Com- 
merce of the United States. 
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